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12 JUN 1975

Mr. John F. Blake

Deputy Director for Administration
Central Intelligence Agency

Room 7D26 - Headquarters Bldg.
Washington, D. C. 20505

Dear Mr. Blake:

You will find enclosed two papers just received from
Warren Brecht on the question of taxation of overseas
allowances. I would appreciate your giving me any
comments you wish to make on the papers either by
phone or in writing before or at the meeting of the
Inter—-Agency Committee on Overseas Allowances sche-
duled for Monday, June 16 at 2:15 p.m. in room 6320,
Department of State. You will note that Dave Foster
feels that Committee hearings may begin this month.

John Thomas would also like you to consider whether
this question is a proper one for the Interagency
Committee on Overseas Allowances or whether it should
be handled in another forum, perhaps the Office of
Management and Budget.

Sincerely,

44

Director
Allowances Staff

Encl:
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UNITED STATES GOVERNMENT . . ~Uepartment of the Treasury

FROX M

SUBJECT:

(.,/,’:" p i /],-; on " Washington, D.C.
Y 7 [ y 43 L2 ’
Memorandun

Warren F. Brecht DATE: June 2, 1975
Assistant Secretary (Administration) o

David S. Foster.:EE;F: -

Deputy International Tax Counsel

Overseas Allowances and Bene@its——Pbssible Alternative
Tax Treatment .

Under present law, section 912 of the Internal Revenue
Code provides tax exemption for overseas allowances paid
to Federxal employees with respect to travel, education,
housing, and cost of living. For the private sector, sec-
tion 911 of the Code provides tax coxemption for up to '
$25,000 of income earned abroad by foreign residents.
: &

Last yeax, the Ways and Means Committee reported out
a bill which would have repealed sections 912 and 911 over
a three-year period beginning in 1975. The bill would
have replaced these exemptions with a new deduction for
tuition paywents for dependents of foreign residents,
limited to $100 per month per dependent, and with a new
exenmption for "municipal-type" services provided by an
erployer to his employeces (e.g., schools and roads in
coupany towns). ’ ' . .

When the Ways and Means Committee takes this matter
-up again in the next few months, it might be helpful if
Treasury could suggest alternatives to sections 212 and
911, i.e., alternative provisions to take account of the
increascd expenses related to foreign assignments. Speci-
fically, we might consider the following progyam:

(1) Education. The deduction for tuition adopted
last year by the Committee would be broadened by removing
the dollar limit ‘and by adding a deduction for transpor-
tation to and from school. (The deduction would still-
not include room and board.) .

(2) Travel. Governmént employees would be allowed
an exclusion or deduction for travel expenses incurred
in conncction with home leave. This deduction would nolb
apply to the private sector. (Other travel expenses
should be cxcludible undexr general principles.)
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Last fall Treasury did not really take much of a position
either way;-i.e., they did not oppose the repecal of Sections
911 and 912. They did, however, in conjunction with the
Joint Committee on Internal Revenue Taxation, believe that a
further examination should be made of certain deductions.

In the end, the only two deductions affected were educational
allowances (limited to certain amounts) and certain municipal
type services (primarily directed toward company-~run towns
and therefore having little or no impact on the government
employees) .

Looking Ahead

*

I asked whether there would be formal hearings, an oppertunity

to hear arguments, written positions, etc. Patrick and Foster

indicated that any or all of these.were possible, although they
were not sure at this point what the process would be.

I expressed my concern that they be mindful of my role as a
member of the interagency task force looking for equitable

but fair trcatment of Treasury emoloyces overseas vis-—-a-vis
overseas employees of other agencies. At the same time, I

did not want to unduly influence our tax policy people on

tax policy matters having to do with overseas pcople. They
appleolated ny role and did not see what they were doing as
being inconsistent with the interagency task force; 'i.e., whliu
different groups and individuals perhaps have different motives
for wanting ccrtain things in or out, from a tax policy stand-
point they agreed that it was appropriate for Treasury to take
a hard look at the equities as well as the ineguities of existin:
overseas benefits and their tax effect, with the end objectlve
of coming up with a package that makes scnse. :

Since the interagency task force is actively working but is
undoubtcdly some months away from completing their findings

and recommcndations, I asked what the likelihood would be of
getting the Ways and Means Comnmittee to defer cqnsiderdtion

of Sections 911 and 212 until later in the session. Both
Patrick and Foster did not think this was realistic since, from
their experience, the Committee is inclined to take things up
in the order it prefers.

They suggested that a better approach perhaps would be . to try

to influcnce the effcctive dates when certazain changes 3. :ne--
fits would begin to occur. TFor exanple, a 3~-year phasc -ut
beginning in 1977. By delaying the bfroctlvb dates, eithexr or
both of the following rniight well occur »

mHmMun-H“ﬂHIN."HMH.-'-N'HHHl-'l-ﬂ-"H-'-Iij-n-wn'-.""-.-"."-'-"”.‘
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1. The Congress at a later date might be willing to
., extend the expiration dates for certain phase-outs
as a rider to another tax bill, if by then we have

a compelling case for what should be substituted.

. 2. The mere delay in effective date itself would allow
time in a subsegquent fiscal year to seek additional
appropriations oxr put in whatever remedies might be
needed to offset the loss of a tax benefit where
the task force and the Congress felt that some kind
of beneflt should be provicded.

Finally, Patrick and Foster indicated that even if the House
wvere to pass a tax bill by December, it is unlikely that the
Senate would do the same this year. Therefore, there still
would be an opportunity to get the recommendations of the
interagency task force to the Congress before a final tax
reform act was passed, probably in 1976. :

Ideally, we all agreed that the interagency task force study
and recommendations should be completed and available to the
Ways and Means Committee before action is taken on Section 12
Recognizing the facts of life, however, we also agreed that it
would be bot gx 1f Treasury could at least make some positive
suggestions to the Committee, even if it had to be prior to the
complctlon of the full study. . This would scoem preferable to

taking a passive position and not reuacting one way or the other:

With this in mind, Dave Foster agreed to prepare a ou1ch pap

on some of the ex1qt1nc allowances and what Lreaﬁuly s tax
policy people night be \Jl1lng to support. It is my 1ﬂpre35?ow
that we are still at the "idea" stage and these suggestions are
really more for discussion purposes than official Treasury tax
policy at this point.

We agreed that my notes, together with Dave Foster's suggested

ideas for refining the overseas allowances, would be sent to
John Thomas for his review and further dis cussion. T
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ASSISTANT SECRETARY

May 28, 1975
MEMORANDUM TO THE FILE : :

. L
From: Warren F. Brecht - ?/
- " Assistant Secretary (Administration)

Subject: Meeting with Robert J. Patrick, Jr. (International
" Tax Counsel) and David S. Foster (Deputy International
Tax Counsel) on the status of Sections 911 and 912
of the IRS Code and the impact on the interagency
study of overseas allowances and benefits.

Today T met with Bob Patrick nd Dave Foster to flnl out what
the likelihood was of Sections 911 and 912 being repcaled,
modified or whatever as part of general tax reform lcgislation
during this session of the Congress. This nnetlng was in
responsa to John Thomas' call the previous week in which he
said he understood that the general subject of repecaling
certain overseas tax benefits was likely to be acdreS"nﬂ by
the House Ways and Means Committee shortly.

Foster indicated that whereas the plevious’weck it appeared
that the Ways and Means Comnittee would beagin hearings ca:ly
in June, it now appears that the earliest would be the end of
June since Congress never did pass the energy bill yet. |

Background

70 refresh my memory, Patrick and Foster mentioned that last
fall the House voted an outright repeal of 911 (the private
sector employees overseas) and also 912 (government employees
overscas). Basically, this eliminated cexrtain tax benefits
which the two-groups have received up until now..

It is difficult to know just what the Ways and Means Committee
will recommend this time, since it is a substantially different
Congress and the Ways and Heans Committce alone has a dozen

new members. Therefore, whether the new Congress will follow
the tentative actions of the 0ld Congress by repealing either
or .pboth 911 and 912 reomains probleomatical. Patrick and Yoster
believe, however, that 211 will probabiy still be repealed.
While 912 aoml*tﬂdlv did not gel the same dcgrog of attention
or study lasu tim v Choe o i 20 vns oo coneonl feeling to troeat
Ly oot o Sy n e i e, VD bkis iw

917 hould llh@ly bc 1epcalca also,

L1,
LR lk.
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(3) Housing. Reimbursements for housing costs
would be taizable.  Howevex, with respect to government
employees, the taxable amount would not be pcrmitted to
exceed the rental value of typical housing in the
Washington, D.C. area. This limit would be imposed
because in some arcas of the world reasonable U.S.-type
housing is extremely expensive and because often U.S.
employees stationed abroad are required to have large
houses suitable for extensive entertainment. One
reasonable way of arriving at the rental value of typical
housing in the Washington, D.C. area would be to assume

" that it is equal to 25 percent of salary. (This provision
would not apply to the private sector.) .

(4) Cost-of-living. No additional cost-of-living
exclusion or deduction would be provided. The housing
provision outlined above would represent a significant -
cost-of-living aQJUoCmCHt Alsé, Tederal emp1oyeca
uyplcally have commisseary pr1Vllcgeg, and it is diffictlt
to give a cost-of-living adjustment to Federal employces
without glVlno it teo private employeccs

(5) 5Lanan:a Deduction. The In;ernal Revenue Code -
would be amendcod so chat a standerd deduction could be
taken at the sawc time as a foreign tax credit. This
would give significont velief to low and middle income’
($7,000-$20,000) employees.  This would apply to both
publlc ané private auployees. ‘

(6) Qg;gl The repeal of sections 911 and 912 \011a
be delayed by two vears from 1975 to 1977. One of thesc
two vcars is appropriate because of the delay in the
legislation and the other year is appropriate to give a

chance for adjustments to be made in the structure of
Federal overseas allowance and benefits, Secticns 812

and 911 would be phased out, so that two-thirds of the
exclusions would be available in 1977 and one-third
would be available in 1978. .

We may wish- to discuss the above ideas with John
Thomas at State.

- cc: Mr. Hickman

Mr. Patrick
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